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PERSPECTIVES 








The limited U.S. response to Soviet involvement in the 
martial law crackdown in Poland shouldn't hamper U.S.-USSR 
farm trade. With as much grain as they need, the Soviets 
can hardly avoid shopping the U.S. market. By the end of 
December, they had bought about 11 million tons from us. 


Additional sales may be light due to Soviet port tieups 
and cash shortages. But the U.S. offer of 23 million 
tons in this 6th year of the grain trade agreement still 
stands--it isn't affected by the postponement of further 
grain talks. If tensions ease, there's time for talks 
later. The current extension of the agreement lasts till 
Sept. 30, and business could continue even if it expired. 


The Soviets are in a tough spot moneywise, trying to aid 





the sagging Polish economy while financing record grain 
imports and the massive West European gas pipeline. 
Reports indicate they're selling large amounts of gold so 
as not to risk their credit rating with the West. They 
may have sold as much as 230 short tons of gold last year 
(worth $2.5-$3 billion), compared with 1980's 90 tons. 


And Poland's food situation isn't getting better. Polish 





farmers are being reminded of their patriotic duty, but 
stiff penalties could await those failing to deliver key 
crops to the state. Grain and potato deliveries remain 
far behind schedule. Wheat for milling is in critically 
short supply. The U.S. government's recent suspension of 
a $100 million emergency credit package will hit hardest 
on the poultry industry. If Poland can't find another 
source of credit for U.S. feed grain, big drops in poultry 
meat output will cut deeper into Polish meat supplies. 


News on the domestic front ... U.S. farm numbers rose 





for the first time in 45 years--1981's count: 2,436,000, 
up 8,000 from 1980. Growing numbers of small farms in the 
under-$10,000 sales classes and large farms in the over- 
$100,000 classes offset a continuing downtrend in midsize 
farms. The rate of decline in farms has been slowing for 
many years, but most experts still view 1981's turnabout 
as a leveling off--not the beginning of a major rebound. 


Farm prices down again . . +- Overall prices received by 








farmers for their products fell about 3% in December to 
the lowest level since May 1980. Monthly farm prices did 
not rise once in 1981, finishing the year 13% below 1980 
yearend prices. On the other hand, prices paid by farmers 
for major inputs ended 1981 4.2% above their yearend 1980 
level, though they've been stable since last spring. 
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Will Exports Come Through This Year? by Eric Van Chantfort 


Our 1982 farm exports are expected to come through with new highs in both 
volume and value. But, though the pickup in sales is lending some support to 
domestic farm markets, foreign demand probably won't be strong enough to 
quickly reverse the slide in U.S. crop prices. 


Farm Prices Restrain 1981 and 1982 Food Price Rises by Danie/R. Williamson 


Retail food price increases slowed to about 8% last year and may average even 
lower this year. Upward pressure comes mostly from rising marketing costs. 
Farm value alone would have raised food prices only about 1% last year and 
may add still less to food costs this year. 


Mining the Nation’s Coal: is Farmiand at Risk? by Sherrie Meyer 


Will there be a serious conflict between coal mines and corn fields in the search 
for more energy from coal? Probably not, but some rural land and water may be 
in jeopardy. 
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Rising Debts, Costly Credit Burden the Farm Sector by Stephen Gabriel, David 
Lins and George Amols 


Farm debt is nearly $200 billion, credit costs plenty, and farm prices remain 
depressed. The farm sector has a large equity base to see it through, but many 
individual farmers are in trouble. Is relief on the way? Three financial market 
analysts examine prospects for credit availability, defaults, interest rates, and 
farm sector equity growth in the months ahead. 
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Will Exports Come Through 
This Year? 


f all the uncertainties facing U.S. 
agriculture in the months ahead, 
exports may hold the most promise. 


Last year’s bumper harvests left crop 
prices well below their year-earlier 
levels. These large supplies and lower 
prices have made U.S. farm goods more 
attractive to foreign buyers. 


The turnaround probably began late last 
summer as fall harvests were just getting 
underway. During June, July, and 
August, exports had averaged about 1.5 
million tons a month below year-earlier 
shipments. 


Then, the next few months, the situation 
reversed, with exports better than 
matching 1980's volume. In October, the 
start of the current trade year, shipments 
weighed in at 15.8 million tons, up 1.6 
million from October 1980. 


“The recent pickup in export demand 
has almost certainly helped to ease the 
downward pressure on farm prices,” 
says Steve Milmoe, a trade analyst with 
USDA's Economic Research Service. 


For the next few months—at least until 
we have some indications of the poten- 
tial size of our 1982 harvests—exports 
may be the most important variable af- 
fecting prices for major U.S. crop com- 
modities, Milmoe says. 


How much foreign customers will end up 
buying this year is still open to question. 
So far, the export picture holds more 
good news than bad, though Gulf port 
export prices haven't been encouraging. 
And farmers who were counting on a big 
resurgence in foreign demand to quickly 
reverse the slide in farm prices may be 
disappointed. 


Forecasters expect our farm export 
sales to set records in both volume and 
value, but the outlook isn’t as optimistic 
as it was just a few months ago. 


Tempered Optimism 

USDA's latest quarterly assessment of 
export prospects, issued last November, 
predicted sales volume would reach 180 
million metric tons in the 1982 trade 





Changes in Agricultural Exports and U.S. Farm Prices 


Seem To Be Closely Related 
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year, which runs through next Septem- 
ber. That represents an increase of 
nearly 10 percent or 17 million tons from 
1981. 


The value of our sales was put at $45.5 
billion, up 4 percent from 1981's es- 
timated $43.8 billion and the 13th 
straight record. Value is likely to rise less 
than volume because of lower com- 
modity prices. 


Since these forecasts were released, 
however, foreign demand for U.S. feed 
grains has shown signs of being weaker 
than expected, and trade figures are be- 
ing revised. USDA's next overall assess- 
ment of export prospects will be issued 
on February 16. 


Another drawback in relying on exports 
to significantly boost U.S. farm prices is 
the price sensitivity of foreign demand. 
Last year’s export tally illustrates the 
problem. 


U.S. export sales in 1981 rose an es- 
timated $3.3 billion from 1980's $40.5 


billion, boosted by strong farm prices 
early in the crop season. But export 
volume actually dropped slightly—to just 
under 163 million tons. 


The reasons go beyond our drought- 
reduced 1980 harvests, and several will 
apply to this year too. For example, 
many major importers—particularly 
those in Western Europe—were con- 
tending with economic problems similar 
to those here in the United States. High 
unemployment, inflation, and slow 
economic growth muted consumer de- 
mand for agricultural products. Demand 
for red meats weakened, hurting U.S. 
feed grain sales, which dropped 2 
million tons from 1980’s volume. 


High interest rates also affected trade, 
Milmoe says. Importers were dis- 
couraged frorm buying beyond their im- 
mediate needs, and many nations that 
depend on credit couldn’t purchase the 
amount of goods they might otherwise 
have bought. In a number of cases, 
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these were poorer nations with limited 
alternatives. 


Another ingredient was the dramatic rise 
since January 1980 in the foreign ex- 
change value of the U.S. dollar. This 
made our exports more expensive for 
many key customers. As of mid- 
December last year, some nations were 
still paying more for some U.S. farm 
goods than they were a year earlier, 
despite lower U.S. prices. The reason: 
Their currencies were worth less in 
terms of American dollars. 


Take wheat, for instance. Based on Gulf 
port prices and exchange rates back in 
December 1980, a bushel of U.S. hard 
winter wheat cost the British about 2.1 
pounds, the Germans 9.8 marks, the 
Dutch 10.6 guilders, and the Japanese 
1,036 yen. In December 1981, the same 
bushel cost the British 2.4 pounds, the 
Germans 10.4 marks, the Dutch 11.3 
guilders, and the Japanese 1,011 yen. 


Only the Japanese paid less, even 
though the actual U.S. Gulf port price in 
mid-December 1981 was $4.64, down 31 
cents from 1980's $4.95. 


Economists can’t easily quantify the role 
the dollar’s value played in stifling trade 
during 1981. But the most telling in- 
dicator may be that the downslide in U.S. 
exports last spring and summer coin- 
cided with the dollar's rapid rise in value. 


What About this Year? 

Foreign demand will continue to be par- 
ticularly sensitive to prices as long as 
economic growth abroad remains weak, 
interest rates are high, and the dollar is 
strong. However, in many respects, the 
outlook has brightened. 


Although economic growth in the year 
ahead is difficult to predict, many 
economists look for some improvement 
both here and abroad in the second haif 
of this year. Stronger economies and 





Increased Sales to Developing Countries and the USSR Are Expected To 
Boost U.S. Export Earnings 
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higher consumer incomes would boost 
demand. This will be especially impor- 
tant if 1982 crop prospects push up U.S 
farm prices later this year. 


Interest rates have also shown some 
moderation, although the future remains 
uncertain. If rates continue to move 
downward, they won't inhibit trade as 
much as last year. 


Finally, many analysts say it’s unlikely 
that the dollar will show further signifi- 
cant gains in value on world money 
markets. The dollar's value slipped last 
fall, and it may remain relatively stable 
this year, barring unforeseen 
developments. 


Beyond these considerations, there are 
many others that affect our export 
prospects, according to Milmoe. 


Soviet purchases are always a major 
factor. Their 1981 grain harvest of about 
175 million tons was the smallest since 
1975 and more than 60 million tons 
below their production target. Trade 
analysts say the Soviets may import an 
unprecedented 43 million tons from all 
sources, cutting sharply into the worid’s 
available supplies no matter where they 
buy. 


If they were to buy all 23 million tons of 
U.S. grain we've made available, their 
purchases this year would be valued at 
well over $3 billion. Current forecasts 
aren't that optimistic. During the U.S. 
embargo, they negotiated several long- 
term agreements with other suppliers. 


However, analysts say they may still buy 
a record $2.9 billion of U.S. farm 
products, compared with $1.7 billion in 
1981. So, if there’s no disruption in U.S.- 
Soviet relations, the USSR may be our 
second largest market this year—a posi- 
tion it hasn't held since the grain em- 
bargo was imposed in January 1980. 


Only time will tell whether U.S.-Soviet 
farm trade will be affected by the recent 
escalation in tensions over Poland. In 
late December, the Administration 
postponed further grain talks, which had 





been scheduled for early this year. 
However, this action does not limit 
Soviet grain purchases from the United 
States. 


Prospects for Other Markets 

Japan will remain our top market, buy- 
ing an estimated $6.4 billion in U.S. farm 
products. That's down about $300 
million from the 1981 sales value, mostly 
because of lower U.S. prices this year. 


Mexico, our second largest customer 
last year, harvested large grain crops, 
and imports from the U.S. are expected 
to drop sharply 


Sales to China, Canada, and Western 


and Eastern Europe may drop a bit, but 
many markets in Asia, the Mideast, and 
Africa will show strong growth. India, for 
example, has returned to the world 
market, already buying 1.6 million tons 
of U.S. wheat. 


Developing countries may account for 
about $18 billion in U.S. export sales this 
year, up from $16.9 billion last year. 


Some major constraints on trade include 
the uncertain situation in Poland, our 
largest East European customer; larger 
crops in Latin America; and shortages of 
foreign exchange in many poorer coun- 
tries due to high interest and energy 
costs. 


U.S. sales, particularly for the longer 
term, will also depend on the success of 
official efforts in the area of market 
development. USDA is heavily involved 
in this campaign to accelerate the move- 
ment of our supplies into world markets. 


One objective is to promote increased 
sales to developing countries that show 
a growing demand. Another is to register 
strong U.S. opposition to restrictive 
trade practices in the European Com- 
munity, Japan, and elsewhere. 

O 


[Based on information provided by ERS 
economist Steve Milmoe.] 





Grains and Oilseeds 


Still Top Earners 


Wheat, feed grains, and soybeans will 
continue to provide about three-fifths 
of U.S. export earnings this year. 


Sales volume will be up from last 
year’s tonnage for most major export 
commodities except rice and possibly 
feed grains. The value of our sales is 
likely to be higher for wheat, cotton, 
*vestock products, and tobacco, and 
lower for feed grains, rice, and 
soybeans. 


Here's the 1982 export outlook for 
some major farm commodities: 


Wheat. U.S. wheat and flour exports 
may reach a record of more than 50 
million tons, up from an estimated 
43.2 million in 1981. China will again 
be our biggest customer, followed by 
the USSR and Japan. 


Our major growth markets will 
probably include the USSR, India, 
Turkey, Indonesia, Brazil, South 
Korea, Nigeria, Egypt, and Iran. Less 
export competition is expected from 


Argentina, but Australia and Canada 
both harvested large wheat crops. 


Feed grains. U.S. feed grain exports 
are likely to match last year’s 69 
million tons. Last fall’s more op- 
timistic forecast of 74 million tons was 
revised downward as demand from 
major importers appeared to weaken. 


Total value of our sales this year 
probably won't match 1981's $10.4 
billion because of lower commodity 
prices. 


Japan will remain the top buyer, 
followed by Mexico, the EC, the 
USSR, and Spain. Likely growth 
markets: Spain, the USSR, Portugal, 
Saudi Arabia, Korea, Taiwan, Egypt, 
Venezuela, and possibly Iran. 
Analysts anticipate less competition 
from South Africa and Argentina, but 
more from Canada and Australia. 


Rice. Export volume may drop more 
than a tenth from 1981's 3.2 million 
tons because of record world produc- 
tion. U.S. sales to Korea, our biggest 
market, and Indonesia will be es- 
pecially hard hit. On the other hand, 
shipments to Saudi Arabia, Kuwait, 
Iran, Iraq, Nigeria, and West Africa in 
general may rise sharply. 


Oilseeds. U.S. soybean and product 
exports may rise more than 3 million 
tons from 1981's 27.7 million. Japan 
will remain our number one 
customer, followed by West Ger- 
many, the Netherlands, and Spain. 


Western Europe and the USSR are 
expected to buy more beans than last 
year. Japanese imports should at 
least match 1981's level. Until Brazil 
harvests its crop this spring, we'll 
dominate the world market—and, 
even then, Brazil probably won't 
match last year’s crop. 


Cotton. Our cotton exports may rise 
about 25 percent from last year’s 1.3 
million tons. China is likely to edge 

out Korea again as our top customer, 
with Japan and Taiwan behind. 


Other products. Shipments of 
livestock, dairy, and poultry products 
may be no larger than last year’s ton- 
nage, but export receipts from these 
sales may rise 16 percent from 1981's 
estimated $4.2 billion. In a reversal of 
the crop situation, higher U.S. prices 
are the reason. Earnings from 
tobacco and fruits and vegetables 
should also rise. 
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AGRICULTURAL ROUNDUP 


U.S.-Soviet Farm 
Trade Is One-Way 
Street 


Agricultural trade between the 
U.S. and the USSR is usually 

thought of as a one-way street, 
and that’s just about accurate. 


Take the 1981 trade year, which 
ended last September 30. For 
every $1 we spent on imports of 
Soviet agricultural products, the 
USSR spent $164 on American 
farm goods, according to Tom 
Bickerton, an economist with 
USDA's Economic Research 
Service. 


Last year, U.S. purchases of 
Soviet farm commodities added 
up to only $10.4 million. Soviet 
purchases of U.S. agricultural 
products were valued at about 
$1.7 billion—and even that figure 
was affected by the U.S. embargo 
which ran till April. In the 12 
months before the embargo, 
which began in January 1980, U.S. 
sales exceeded $3 billion. 


Fur skins—about 68,000 of them— 
accounted for two-thirds of the 
value of U.S. imports from the 
USSR last year. Other products we 
bought from the Soviets included 
some tobacco filler, raw cotton, 
tea, casein, and hops, Bickerton 
says. 


Corn and wheat make up more 
than 90 percent of the value of 
Soviet imports of U.S. farm 
products. Other products shipped 
last year include tallow, almonds, 
hops, and sugar. Shortly after the 
trade year ended, the Russians 
also bought 500,000 tons of U.S. 
soybeans. 


The USSR is one of our major 
grain customers. In 1981, the 
Soviets bought 3.7 million tons of 
American wheat and 5.7 million 
tons of U.S. feed grains. These 
sales represented about 9 percent 
of our total wheat export volume, 
and about 8 percent of feed grain 
exports. 


FARMLINE/January-February 1982 


Often overlooked, however, is the 
importance of the Soviet market 
for other U.S. products, Bickerton 
says. For example, the USSR ac- 
counts for about 15 percent of 
U.S. exports of hops and 8 percent 
of U.S. exports of inedible tallow. 
Hops are used for making beer, 
and inedible tallow is commonly 
used for making soap and as an 
additive in animal feed. 


The Soviets also imported about 
$19 million worth of U.S. shelled 
almonds last year, 5 percent of ail 
U.S. shelled almond exports. 
These are sold primarily in Soviet 
hard currency stores to tourists— 
not the average Russian citizen. 


How Foods Rank in 
American Homes 


If your family eats veal, lamb, or 
frozen fruits, you're a distinct 1-in- 
20 American minority. 


A nationwide food consumption 
survey shows that fewer than 5 
percent of 15,000 sample 
households ate these foods during 
the week they were surveyed. This 
sample is representative of the 
U.S. population. 


While at first blush that may seem 
a discouraging statistic to 
producers of these products, it 
also indicates great market ex- 
pansion potential if ways can be 
found to make them more appeai- 
ing to American consumers. 


On the other side of the data table, 
99 percent of these households 
consumed some dairy product, 
according to Tony Gallo and Jim 
Blaylock of USDA's Economic 
Research Service. However, there 
were wide variations within each 
food category: About 94 out of 
every 100 families consumed 
fresh milk, but only a fourth used 
processed milk or cream. 


Meats were also very popular, with 
96 percent using some kind of 

meat during the survey week. But 
while 91 out of 100 ate beef, only 4 
in 5 consumed pork, a third ate no 


poultry, and half did without fish. 
Veal and lamb, as noted, made it 
to very few tables. 


About 93 out of 100 households 
used cereal products, 95 percent 
consumed bread, and four-fifths 
ate breakfast cereals. Almost half 
the homes used flour. 


Fresh fruits were eaten in 78 per- 
cent of the homes, citrus fruits in 
60 percent, and fresh vegetables 
in 87 percent of the homes 
surveyed. 


Among beverages, coffee is still 
America’s most popular drink at 
home. About 4 in 5 homes con- 
sumed coffee, while half also 
drank tea. 


Among other foods, sugar 
products were eaten in 92 percent 
of the homes, and fats and oils 
were consumed in 96 percent of 
the homes tested. 


Gallo cautions that the study had 
two limitations that may color its 
results: 


« Consumption levels for certain 
food items that are more com- 
monly eaten in restaurants—soft 
drinks, veal, and lamb—may be 
understated by the survey. 


¢ If a food item wasn't eaten dur- 
ing the survey week, data would 
show that the item wasn’t con- 
sumed by that household during 
the year. This might not be true, 
especially for some seasonal food 
items. 


Despite these limitations, Gallo 
says that the study offers valuable 
insight to researchers who study 
nutrition and individual demand 
for food products. 


Coming Up on the 
Farmers’ Newsline 


Briefings on crops, livestock, ex- 
ports, and farm prices are only a 
dial away with the Farmers’— 
900—Newsiline. 


The 60-second news summaries 
are available to you 7 days a week, 

















24 hours a day. Each feature is 

added at 4 p.m. Washington, D.C., 
time on the scheduled date. The 
Newsline is provided by USDA's 
Statistical Reporting Service and 
Economic Research Service. 


Dial 900-976-0404 (in some areas, 
dial 1-900). Your cost is 50 cents 
per call. 


Here’s the schedule of Newsline 
features from mid-February 
through March: 


February 
Cattle on Feed 
Livestock Situation 
Export Outlook 
1982 Prospective Plantings 
19,20,21 Red Meat Production 
22 Farm News Special 
23 Eggs, Chickens, Turkeys 
24 Feed Situation 
25 Farm News Special 
26,27,28 Farmers’ Prices 


March 
Poultry and Egg Situation 
Crops and Weather 
Agricultural Outlook 
Cotton and Wool Situation 
Cattle Update 
Fruit Situation 
Tobacco Situation 
U.S. Crop Prospects 
World Supply and Demand 
Milk Production 
Cattle on Feed 
Potato Stocks 
Sheep and Lambs on Feed 
Dairy Situation 
Hogs and Pigs 
Red Meat Production 
Rice Situation 
Crops and Weather 
Eggs, Chickens, Turkeys 
Wool Production 
Retail Food Prices 
Livestock Update 
Farmers’ Prices 


Features are subject to change. 





f the farm share of the food dollar 

were the sole determinant, retail food 
prices would have risen only slightly 
more than 1 percent in 1981 


Instead, food prices rose 8 percent, 
boosted primarily by a jump of 10 to 11 
percent in the farm-to-retail price 
spread. The increase in farm value ac- 
counted for only one-sixth of the total 
retail food price rise, according to 
economist Denis Dunham of USDA's 
Economic Research Service 


For 1982, the farm value is expected to 
rise only 1 to 4 percent, largely due to 
last fall's huge harvest. This slight in- 
crease will contribute little to the projec- 
ted 7-percent rise in retail food prices 
this year 


In other words, food that on the average 
cost one dollar in 1981 will cost $1.07 
this year. And of that additional 7 cents, 
less than a penny will go to farmers as 
higher gross returns. 


The reason that rises in farm value often 
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Farm Prices Restrain 1981 
and 1982 Food Price Rises 


play a minor role in the retail price pic- 
ture is that only about a third of every 
food dollar makes it all the way back to 
the farm, with more than half going to 
retailers, processors, transporters, and 
other “middlemen” covered in the farm- 
to-retail price spread. 


The overall level of retail prices is also 
affected by price changes for food items 
not produced on U.S. farms. These 
items, which cover less than a fifth of the 
U.S. food dollar, are fish and imported 
foods. 


While the relative shares of these three 
major components of overall food prices 
vary from year to year, the rough 
proportions are fairly constant. But 
within each category, many factors 
come into play to affect prices. 


Although food prices increased 8 per- 
cent in 1981, it marked the sixth time in 7 
years that food prices rose less than 
prices for nonfood goods and services, 
Dunham notes. 
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Constraints On Food Prices 

Last year, several developments helped 
pull down food price increases from the 
8.6-percent rise in 1980: 


¢ Meat prices fell during the first part of 
the year due to large marketings and 
weak demand. Preliminary estimates for 
all of 1981 show that beef and veal 
prices rose 1.3 percent, pork prices 
jumped 9 percent, and poultry prices in- 
creased 4.9 percent. 


« Sugar and coffee prices eased as 
world production increased. Prices for 
sugar and sweets rose only 8.2 percent 
last year, compared with a 22.9-percent 
jump in 1980. 


¢ Elimination of the scheduled April 1 
dairy price adjustment restrained dairy 
price increases to 7.3 percent. This com- 
pares with 9.8 percent in 1980. 


The farm value accounted for 36 percent 
of the retail price for domestic farm 
foods last year—down from 37 percent 
in 1980, Dunham says. But this percent- 
age varies greatly among foods. 


“In general, farmers get a bigger share 
of the retail food dollar from animal 
products, and the smallest from 
processed crop products,” he says. 


Dunham notes that slightly more than 
half the retail price of meats goes to 
producers, while only 14 percent of the 





1981 Farm Share Varies by Product 


Farm share of retail dollar spent on 


White bread 10% 


Frozen orange juice 40% 
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cost of bakery and cereal products 
covers farm value. 


A 10-percent rise in the farm value of a 
pound of Choice beef, for example, 
would boost retail beef prices about 6 
percent. In contrast, a 10-percent rise in 
the farm value of wheat might raise the 
retail price for a loaf of bread by only 1 
percent. 


Besides product-to-product variations, 
the farm value of foods is marked by 
volatility: It rises and falls depending on 
production of foodstuffs. 


“A relatively small change in farm output 
often triggers a larger change in farm 
prices, and, thus, the farm value of 
food,” Dunham says. Major factors 
behind this domestic volatility are 
weather variations and physical produc- 
tion limitations. 


For example, unusually good weather in 
major U.S. growing areas resulted in a 
record 1981 corn crop—a reverse of the 
effect of the 1980 drought. 


An example of a physical production 
limitation is the biological time lag in 
beef production. About 27 months can 
elapse from the time a heifer is bred until 
her calf reaches slaughter weight. This 
biological lag delays rebuilding of the 
beef herd from the time the production 
decision is made. 


Off-The-Farm Costs Rise 

If weak farm prices generally restrained 
retail food price rises, off-the-farm costs 
shoved harder the other way: The farm- 
to-retail price spread jumped 10 to 11 
percent to account for two-thirds of the 
total 1981 food price hike. 


The farm-to-retail price spread consists 
of costs for processing and marketing 
foods. This includes labor, packaging 
materials, transportation, fuels and elec- 
tricity, taxes, rent and depreciation of 
buildings and equipment, advertising, 
and other associated costs. 





Labor is by far the largest component, 
accounting for almost half of food 
marketing costs. Last year, labor costs 
rose 10 to 11 percent, setting the pace 
for the 1981 farm-to-retail price spread 
increase. 


The third major component in retail food 
prices, fish and imported foods, played 
only a minor role in the overall 1981 
price change. Prices for items in this 
category gained 6 percent last year to 
account for about 1 percent of the total 
8-percent gain in retail food prices. 


Looking ahead to 1982, USDA forecasts 
retail food prices to average between 5 
and 9 percent above 1981 levels. 
Analysts say a 7-percent rise is the most 
likely. If the analysts are “right on the 
money,” this would be the smallest retail 
food price increase since 1977. 


Dunham stresses that extreme 
developments—ideal weather or 
drought, for example—could move the 
actual increase higher or lower within 
the range 


Behind the expected 1982 increases, the 
farm-to-retail price spread is projected 
to rise another 8 to 10 percent to again 
account for most of the projected in- 
crease in overall retail food prices. 


Large as this jump may be, it shows 
some probable easing from the 1981 
jump, thanks largely to moderating labor 
expenses. Dunham says labor cost in- 
creases may ease because: 


« The minimum wage is not scheduled 
to increase in 1982 as it did in 1981. This 
has a significant effect on wages in the 
food service industry. 


¢ increases in employer contributions to 
Social Security will be smaller than those 
in 1981. 


* Wage demands may moderate this 
year as inflation eases and the economy 
slows through mid-1982. Slowing infla- 
tion means lower cost-of-living wage ad- 
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justments for workers with such provi- 
sions in their contracts. 


Nonlabor Marketing Costs 
Among other major food marketing 
costs: 


¢ Prices of packaging materials and 
containers are expected to increase 7 to 
8 percent this year—about the same as 
in 1981. 


e Energy costs for manufacturing and 
marketing should match the general in- 
flation rate for 1982. 


¢ Transportation costs for food 
products are expected to rise 10 to 14 
percent this year, led by rising rail freight 
rates. 


This year, a 7-percent rise in fish and im- 
ported foods is projected, accounting 
for about one-fifth of the expected 7- 
percent overall 1982 retail food price 
increase. 


Once again, farm prices will be the ma- 
jor constraint on retail food prices in 
1982. 


Large food supplies coupled with weak 
consumer demand for meats because of 
the recession will have a moderating in- 
fluence on prices well into 1982. 


Total food consumption is expected to 
increase slightly, mainly because of 
larger production of dairy products, 
cereals, fresh vegetables, and beef. With 
the large supplies and a sluggish 
economy restraining consumer demand, 
little increase is likely in the farm value of 
foods. 


Exactly how much more a given family 
will pay for food this year over 1981 wiii 
depend somewhat on how often that 
family eats out. 


While retail grocery prices are expected 
to increase about 6 percent, prices at 
away-from-home dining establishments 
are expected to rise about 8 percent. 0 


(Based on materials provided by ERS 
economist Denis Dunham.) 
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Mining the Nation’s Coal; Is 
Farmiand at Risk? 


[° the search for more energy from 
coal, some rural lands and waters 
may be in jeopardy. 


U.S. coal reserves are huge—enough to 
last more than 500 years at recent rates 
of production. Far more coal than ever 
before will be mined, shipped, and 
burned or converted to gas or liquid 
fuels in the years ahead. 


Will there be a serious conflict between 
coal mines and corn fields? 


Probably not, according to a study by 
USDA and the Environmental Protection 
Agency. Compared with the nation’s vast 
expanse of cropiand and ranges, 
relatively little farmland will be disturbed 
by increased surface mining of coal, the 
study says. 


Analysts estimated the amount and loca- 
tion of mining through the end of the 
century. They concluded that, during the 
average year, only 568,000 acres will be 
unavailable for other purposes because 
of mining activities and reclamation 
projects on strip-mined land. That's only 
a tiny fraction of the nation’s 2% billion 
acres of land. 


The greatest losses in farm production 
would be in lowa, Illinois, and parts of 
surrounding states, where coal mines 
occupy highly productive land. In a few 
counties, competition for land between 
corn and coal could be severe, but this is 
not true for the Midwest as a whole. 


In Appalachia and the East, more land 
could be stripped for coal, but farms in 
this area are less productive, and farm- 
ing is less intensive. 


In the West, which accounts for an in- 
creasing share of U.S. coal production, 
the impact on privately owned farms and 
ranches would be minimal. Most coal 
reserves are on land owned by the 
federal government. 


In total, farm production losses might 
amount to about $16 million a year—no 
serious threat to food supplies from 
either a national or regional perspective, 
the study says. However, the impact on 
farms and rural communities could be 
significant in some areas. 


Federal and state laws require that all 
strip-mined land be reclaimed. 
However, farmers who lose the use of 
their land while it is being mined may not 
consider reclaimed land as adequate 
compensation when it's returned to 
them after 5 years or more. There’s also 
some debate whether reclaimed land 
can be as productive as it originally was. 


Rural communities may benefit from ad- 
ditional jobs and revenues from coal 
mining, but they'll have to accommodate 
the growth in population and services 
that may accompany the opening of new 
mines. Many rural areas with small pop- 
ulations and work forces may find this 
difficult. 








Large Coal Reserves Lie Under Some of the Nation’s Most Productive Farmland 


14 billion tons* 


“Includes Alaska 
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There’s some debate whether 
reclaimed land can be as 
productive as it originally was. 





Competition for Water 

Perhaps the most serious conflicts be- 
tween agriculture and coal development 
will occur over water use, the study 
points out. Large volumes of water are 
required to cool coal-fired electric 
generating plants, convert coal to gas, 
and move coal through slurry pipelines. 


For instance, an estimated 1.2 billion 
gallons of water are needed to carry 5 
million tons of coal through a slurry 
pipeline each year. That's enough to 
irrigate 3,600 acres with a foot of water. 
With potential coal production forecast 
at 1.4 billion tons in 1987, compared with 
770 million in 1979, future water use for 
all aspects of coal development is bound 
to increase greatly. 


Water supplies vary from region to 
region. For example, the East is rich in 
surface water, and there should be 
plenty for coal production and process- 
ing. Future shortages seem unlikely. 


However, in the Rocky Mountain area 
(Colorado, Wyoming, New Mexico, and 
Arizona), water is scarce and most sur- 
face supplies are used for irrigation. 


There is also concern about water 
quality. Pollution from mining opera- 
tions, especially acid mine drainage in 
the East, and thermal pollution from 
coal-fired electric plants are serious 
problems for aquatic life and all 
downstream users. Laws tend to limit 
both types of pollution, but there may 
still be many adverse effects on water 
quality. 0 


[Based on information supplied by ERS 
economists Joseph R. Barse and Virgil 
Whetzel and material published in ERS’ 
Coal Development in Rural America 
(RDRR-29), by Wallace McMartin, Virgil 
Whetzel, and Paul R. Myers.] 








Rising Debts, Costly Credit 
Burden the Farm Sector 


arm debt has reached nearly $200 
billion, triple the $59 billion of 10 
years ago. 


Ironically, low net farm incomes in the 
last 2 years—$20 billion in 1980 and 
about $22 billion last year—along with 
record-high interest rates have sharply 
reduced the growth of farm debt. From 
1977 to 1979, it rose at an average an- 
nual rate of 15.4 percent, compared with 
about an 11-percent rise in 1980 and 
1981. 


Total farm debt is so large that its 
significance for individual operators is 
difficult to translate. Debt averages 
about $72,000 per farm, though the 
largest 10 percent of our farms carry 
well over half the total debt. 


The high cost of credit, combined with 
low farm prices, has forced many 
producers to postpone major purchases 
of replacement equipment and has 
prevented some others from even 
qualifying for needed loans. Repayment 
delinquencies and defaults on existing 
loans are expected to increase the first 
half of this year 
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Farm Debt Has More Than Tripled Since 1972, 


But So Has Farmers’ Equity 
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Financial conditions in agriculture this 
year will hinge on the success of the 
1981 Economic Recovery Program and 
the expansion of farm exports. The 
price-depressing impact of last year’s 
large grain harvests should ease by 
midyear, but any real income upswing 
will depend on the size of the 1982 
harvest. 


Credit Is Available, But Costly 
What kind of credit supply can farmers 
anticipate in the months ahead? 


First, money is expected to be available 
to credit-worthy borrowers. However, 
many lenders are raising their collateral 
requirements and generally tightening 
qualification standards. Variations by 
type of lender in credit standards, funds 
available, and interest rates will in- 
fluence farmers’ borrowing decisions. 


Since 75 percent of the money 
deposited in the new all savers cer- 
tificates must be used for housing or 
agricultural loans, more funds may be 
available for farmers. 


The Farm Credit System should con- 





Cee 2 





Re] Proprietors’ equity 


400, ———--——— --—- - — 





ak 3 Farm debt 





Projected 








tinue to have adequate funds to support 
lending operations. However, a fun- 
damental change is occurring in the 
structure of these funds. Investors in 
long-term bonds incurred great losses 
due to the unexpected high inflation of 
recent years. 


As a result, the market is less willing to 
accept these bonds. So, the maturity of 
Farm Credit System bonds, especially 
those supporting federal land bank 
lending, has been shortened. While the 
Farm Credit System has had variable 
rates for some time, the shorter 
maturities on bonds will result in rates 
which may be even more market sen- 
sitive than previously. 


Less credit is likely to be available to 
farmers who rely on government 
sources. Farmers Home Administration 
(FmHA) funds will be curtailed. Lending 
authorizations through October 1, 1982, 
are reduced for both the farm ownership 
and emergency loan programs, but in- 
creased slightly for farm operating 
loans. The replacement of emergency 
disaster loans with all-risk insurance 
should continue through 1982. 


Life insurance companies are likely to 
have trouble finding sufficient funds to 
lend to agriculture at competitive rates. 
However, they may find some capital in 
pension fund accounts. 


Merchants and dealers may have to ex- 
tend more credit just to make sales. For 
example, farm machinery dealers, hurt 
by slumping sales in the shadow of low 
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farm income, will probably offer attrac- 
tive financing plans. And supply dealers 
are expected to let farmers take longer 
to pay off purchases. 


Agriculture has a tremendous equity 
base that can provide many operators 
with collateral for additional loans, 
assuming they aren't already mortgaged 
to the limit of their resources. 


Repayments Are Sagging 

Farmers aren’t paying off loans as 
quickly as they used to, but lenders don't 
seem to be alarmed. The major problem 
is at FmHA where delinquencies on farm 
loans, particularly economic emergency 
loans, are up sharply. In fiscal 1981, the 
delinquency rate on economic 
emergency foans was 18 percent, up 
from 9 percent in fiscal 1980. But this is 
not unexpected since FmHA deals with 
more marginal borrowers than commer- 
cial lenders. 


In the past, commercial lenders have 
transferred some problem borrowers to 
FmHA loans. But with the reduction in 
these programs this option is limited, 
meaning that more defaults and 
foreclosures are expected in 1982— 
though the percentage of borrowers fac- 
ing such severe problems will remain 
low. 


Interest rates charged farmers reached 
record levels during 1981. The so-called 
real interest rate—market rates minus 
the inflation rate—was particularly high. 


Rates this year will depend on economic 
growth, inflation, and the degree to 
which the Federal Reserve System con- 
trols the money supply. 


The inflation rate is easing. For 1982 it's 
projected to be in the 7 to 8 percent 
range, substantially lower than the 13.5 
percent in 1980 and 11.3 percent in 
1979. 


In recent weeks, interest rates have 
slackened as the economy has 
weakened. Many analysts expect rates 
to continue to drop through the first half 
of 1982. 
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Interest Rates Reached Record Levels Last Year 


Interest rates on farm loans: 
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Rates are for new loans. Federal Land Bank rates do not include new loan fees beginning Jan. 1, 1980 
Rates on PCA loans include service fees. Rates for commercial banks are on short-term loans. 





Interest rates charged by federal land 
banks (FLB’s) will probably rise slightly 
during 1982 and then decline somewhat, 
averaging about the same in 1982 as in 
1981. This will occur even if the recent 
decline in market interest rates con- 
tinues through the first half of 1982, 
since the FLB’s will have to catch up with 
charges incurred by the Farm Credit 
System when it sold high-interest bear- 
ing bonds in 1980 and 1981. Interest 
rates charged by the FLB’s are based on 
the average cost of all outstanding 
bonds, not just the most recent issued. 


For example, for the first 9 months of 
1981, the Farm Credit System issued 
$40.4 billion in bonds with a weighted 
average interest rate of 15.63 percent. 
For bonds with over 1-year maturity, the 
average interest rate was about 14.5 
percent. At the same time, the interest 
rates FLB’s were charging ranged from 
11 to 13 percent, reflecting the average 
cost for all outstanding bonds held by 
FLB's. 


To a lesser extent, Production Credit 
Associations (PCA’s) face the same 
problems with rising interest rates as do 
FLB’s. The cost of bonds issued by the 
federal intermediate credit banks 
(FICB’s) exceeded interest rates 
charged by PCA's on loans throughout 
much of the first three quarters of 1981. 


If the cost of FICB bonds remains at 
current levels, PCA interest rates are 
likely to rise. Because most of the FICB 
bonds are relatively short term, the 
average cost of bonds outstanding could 
drop if the cost of new issues in 1982 
drops significantly. Interest rates on 
PCA loans are forecast to be in the 
range of 14 to 15 percent. 


Interest rates charged by commercial 
banks on agricultural loans vary tremen- 
dously among banks. Last August, the 
most common interest rate on farm 
loans was 19 to 20 percent. If the infla- 
tion rate falls below 10 percent and the 
Federal Reserve System maintains a 
moderate growth rate in the money sup- 





ply, a significant reduction in commer- 
cial bank interest rates might occur in 
1982 


This suggests that for the first time in the 
last 5 years, the interest rate advantage 
of the Farm Credit System over other 
lenders will be reduced 


Equity Growth Rate Declines 

Retained earnings and gains in capital 
asset values are the primary sources for 
growth in the farm sector's equity. To 
maintain or increase the purchasing 
power of wealth, the rate of growth in 
equity must equal or exceed the rate of 
inflation 


Farm sector equity has grown almost 
every year since 1940. However, when 
inflation is taken into account, equity ac- 
tually lost ground in 10 years in the past 
four decades, with the worst decline in 
1980-81. The farm sector suffered 
significant reductions in real growth 
largely because real estate values did 
not keep pace with inflation in the last 2 
years. High interest and low farm income 
appear to be the underlying causes 


Retained earnings aren't going to be 
much help to the farm sector this year 
Prospects for significant improvement in 
net farm income, particularly during the 
first half of 1982, seem poor. Capital 
gains on such important nonreal estate 
assets as crop and livestock inventories 
are expected to be minimal because of 
low commodity prices. 


If the projections of poor farm income in 
1982 hold true, the farm real estate 
market will remain sluggish. Land sales 
will be low and the value of real estate 
may increase only in the range of 6 to 10 
percent, compared with an estimated 8 
percent for 1981. 


However, significant regional dif- 
ferences may occur. Low corn, soybean, 
wheat, and hog prices will hold down the 
Midwest land market, while specialty 
crop areas of the South and California 
may experience a relatively strong land 
market. 





If forecasts of poor farm income 
hold true, the farm real estate 
market will remain sluggish. 
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Farm Real Estate Debt Climbs 

Total farm real estate debt rose about 
12.4 percent last year to more than 
$103.4 billion. Real estate debt was 53 
percent of total farm debt in 1981, a 
share relatively unchanged from recent 
years. 


Among the major lenders, FLB’s in- 
creased their share of these loans out- 
standing from 39 to 42 percent during 
1981, and the trend is expected to con- 
tinue. The FLB’s hold a competitive ad- 
vantage over most others making real 
estate loans because of the Farm Credit 
System's policy of basing interest rates 
on the average cost of funds, making the 
FLB’s the lowest cost source of funds. 


The FmHA's share of total real estate 
debt is about 8.8 percent, up from 8.4 
percent at the start of 1981. But FmHA’s 
cutbacks in its emergency loan and farm 
ownership programs will limit its market 
share in 1982. 


Life insurance companies hold 13 per- 
cent of the farm real estate debt, off one 
percentage point from a year earlier. 
Commercial banks’ share probably 
declined from 9.5 percent on January 1, 
1981, to about 8 percent during the year, 
and more loss will occur unless interest 
rates drop substantially in 1982. 


The share of outstanding loans held by 
other institutions and individuals 
declined slightly to below 28 percent. In 
spite of high interest rates, which usually 
encourage greater seller financing, 
limited land sales last year most likely 
reduced these loans since they tend to 
have shorter maturities than those of in- 
stitutional lenders. Consequently, these 
loans will be paid off without being offset 
by new ones, limiting growth in the debt 
held by individuals and others. 


Nonreal Estate Debt Up, Too 

Total nonreal estate debt rose an es- 
timated 10.4 percent in 1981 to about 
$91.1 billion. 


Commercial! banks’ share of this debt 
declined almost 2 percentage points to 
36.3 percent, although their nonreal es- 
tate loan portfolio grew 5 percent in 
1981. Most banks lending to farmers 
had a better supply of funds in 1981 than 
in 1980—some had more money than 
borrowers. 


Commercial banks lost market share 
primarily due to record-high interest 
rates, which made it very difficult for 
them to compete with other lenders. 
Production Credit Associations’ nonreal 
estate loans outstanding probably in- 
creased 13 percent in 1981, about the 
same rate of growth as in 1980, putting 
the PCA share at 24.7 percent. 


Federal intermediate credit banks, a low 
cost source of funds for some other 
financial institutions such as agricultural 
credit corporations, were able to in- 
crease their nonreal estate loan total 26 
percent in 1981, slightly less than the 30- 
percent average annual increase since 
1970. 


The FmHA share of total nonreal estate 
debt inched up one percentage point to 
15.1 percent, while the loans out- 
standing grew 17 percent during 1981. 
Much of this growth came from a 25- 
percent increase in emergency disaster 
loans outstanding. 


Machinery dealers, other suppliers, and 
individuals held more than 16 percent of 
the outstanding debt, a 7-percent 
increase. 


The Commodity Credit Corporation's 
outstanding loans increased about 31 
percent last year, as low commodity 
prices and high interest rates stimulated 
a strong demand. CCC’s share of the 
loan market was 6.2 percent by year's 
end. 0 


[Written by ERS economists Stephen 
Gabriel, David Lins, and George Amols.] 


FARMLINE/January-February 1982 








*, hE AEE WTS 


‘FARMLINE TRENDS 


Farm Exports Set Another Record 
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1981 Export Volume Started Out Strong, But Fell Well Below 
1980 Tonnage Last Summer 
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